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1 RLEEC ARWINISM

B ®a ?

Why Small Telephone Companies Must Evolve to Survive
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RLEEC ARWINISM

Evolve To Survive

A Darwinism¢ A of body theories dealing with evolution by natural
selection

A Natural Selectiorg The process in nature by which only the
organisms that can best adapt to their environment tend to
survive while those less able to adapt tend to be eliminated

A Evolution¢ A gradual process in which something changes into a
different and usually more complex or better form
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THEFACTS
Forces Fueling TheEvolution Of The RLEC

A Competition is eroding customer bases and reducing market shares

A Technology is changing the way customers communicate

A Regulatory change is threatening the support mechanism that have built the
industry

A Changing dynamics are forcing RLECs to become more méokated

A CNFRAGAZ2YIE RSo60G YR Sldzadée LINRPJIARSN
investment and value propositions in light of its changing risk profile
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THEQUESTIONS

Questions To Ask Ourselves

A Can RLECs expect regulatory support to remain forever?

A Can RLECs lessen or eliminate competition?

A Can RLECs slow down technological change?

A Can RLECs materially influence the buying patterns of its customers?
A Can RLECs evolve to deal with current realities?
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THEQUESTIONS

QuestionsTo Ponder
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How are ruraltelcosrepositioning themselves in light of regulatory,
technological and competitive uncertainty?

What is working? Is it enough?

What role will small telephone companies play in the future?

Are industry advocacy efforts on target?

Is industry consolidation and business failure inevitable?
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1 WHERHEHAVEWE BEEN
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THERLEONDUSTRY

Watershed Enablers

A 1934c¢ Telecommunications Act of 1934

% A 1949c¢ Rural Electrification Act

A 1960sc Costbased settlements

@ A 1984c¢ Divestiture and the access charge system
A 1986¢ Universal Service Fund

@ A 1990s¢ Rural cellular lotteries

A 1996¢ Telecommunications Act of 1996
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THERLEONDUSTRY

} How Sweet |t'\Was!
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As many as 6,000 ILECs at one point o > 3
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Upside restricted, downside protected

System perpetuated family and cooperative ownership
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1 WHEREAREWE TODAY?

AAbout the time we can make the ends meet, somebody moves the énds.

-Herbert Hover
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THERLEONDUSTRY ORCA2011

Are Access Lines Still Relevant?
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ILEC Access Lines: 202010

| 2000 | 2001 2002 2003 2004 2005 | 2006 | 2007 | 2008 | 2009 | 2010
Number ofILECs
857 846 829 828 826 825 810 799 784 771 766
Number of Access Lines (ir
millions) 194 191 184 177 168 159 150 142 128 115 102
% Change In Accekmes -1.9 -3.6 -3.9 -4.9 -5.7 -5.6 -5.1 -9.6 -10.3 | -11.5
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THERLEONDUSTRY ORCA2011

Will Broadband Save The Day?

Connections Over 200 kbps in at Least One Direction 2006
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THERLEONDUSTRY ORCAZ2011

Has Wireless Won The Voice Game?

Millions

3500 Small ILECs served
approx. 3% of all 2012
voice connections

285.7 (est.)

007 270.3

255.4
Small ILECs will serve |

< 1% of all voice
connections

2500

150.0
100.0 1152 2010 =S
1020 o7 2012
(est.) ' 79.9
50.0 . . . . . . . . . . . . .
2000 20001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

-Randall Stephenson
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THERLEONDUSTRY QRCA2011

Cuttingthe Cord

A Customers continue to cut the cord Percentages of adults and children living in

households with only wireless telephone service or

A CDC says 29.7% have cut the cord ¢ no telephone service: United States, 2003-2010
of December 31, 2010 B -
Children with > 4
. . 30 I~ wireless service only ;/
A CKIFUQa dzLJ FNRY H( ol
25 -
2010
E 20 1~
4 Largest six month increase gt Rty
wireless service only .
A 15.7% received all or almost all calls ™[
on wireless phones despite having a °[ w—e==" sarvch . /iSephonssemics’ 2
) o B o e i S S N ) S N VAN TR (T i (SN (A .1
Iand-llne phone a]home Jan-Jun Ju-Dec Jan-Jun Jul-Dec Jan-Jun Jul-Dec
2003 2004 2006 2007 2009 2010

NOTE: Adults are aged 18 and over; children are under age 18
DATA SOURCE: CDC/NCHS, National Health Interview Survey
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THERLEONDUSTRY ORCAZ2011
} When Will Wireless!Slow-Down?

US Wireless Subscribers Wireless Penetration
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THERLEONDUSTRY ORCAZ2011
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oGovernment's view of the economy could be
summed up in a few short phrases: If it moves,
tax it. If it keeps moving, regulate it. And if it
stops moving, subsidiaeg

-Ronald Reagan
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ITQ A SUALL SMALLWORLD
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A 766* total ILEC
(combining multiple
ILEC ownership)

A 98% serve less than
100k lines

A 70% serve less than
5k lines

A 46% serve less than
2k lines

A 27% serve less than
1k lines

* Includes AK, HI, GU, PR, etc.
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ILECS BY NUMBER OF ACCESS LINES SERV
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ITGA SnaLL, SMALLWORLLD

The RBOGs85%: of Lines over 50% of-Area

7.8m square miles in
the contiguous U.S.

3.9m square miles
served by RBOCs

1.3m square miles
NIJSR o0&
/| ac¢€

Q)¢
> Uy

2.6m square miles
served by all other
telephone companies

V RBOCs served 85m access lines at the end of 2010

V RBOCs served an average of 21.8 access lines per square mile
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ITQ A SUALL SMALLWORLD

The Mini BOCs 10%: of Lines over 17% of-Area

7.8m square miles in
the contiguous U.S.

3.9m square miles
served by RBOCs

1.3m square miles
AaSNISR o8
h/ aé

2.6m square miles
served by all other
telephone companies

V Mini BOCs served 9.9m access lines at the end of 2010

V Mini BOCs served an average of 7.4 access lines per square mile
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ITQ A SUALL SMALLWORLD

¢ K'S: & 5% af Eines over:33% of Area

V 7.8m square miles in
the contiguous U.S.

V 3.9m square miles
served by RBOCs

V 2.6m square miles
served by all other
telephone companies

V ¢ KS Geltcasseéved 5.5m access lines at the end of 2010

V ¢ KS defcosseéved an average of 2.1 access lines per square mile
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FUTURETRENDS
Trying To Make Some Sense Of It All

You need to keep an ear to the
3 N2 dzy R X

But keep your head out of the
sand!
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FUTUREIRENDS

1 Lookto the Future

Change is the law of life. And those
who look only to the past or present
are certain to miss théuture.

John F. Kennedy
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FUTURETRENDS
Wise Words From-Yogqi

t NBRAOQGAZ2Y & | NB K
especially about the future.
Yogi Berra

Modern Day Soothsayer
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FUTURETRENDS
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Traditionalists and Baby Boomers are fading fast into the sunset

p>

A 76m Baby Boomers start retiring in 2011 (11,500 per day, 8 every second)
A 11,000 new births in the U.S each day
A az22NBQa [l¢ A& adAatt OKdzZA3IAy3a |f2y3
i az22NBE AY MdpcpE LINBRAOUSR GKS UNBYR
A Now expected to continue untd015 t02020 orlater

A AT&T Executive wireless penetration at 300% by 2013
Life is what happens to you

A  Cisco expects Internet traffic to quadruple by 2014 e you ar%g;;y making other

John Lennon

A SNLKaganpredicts that 10% of homes will be OTT by 2015
A Sandvinesays that 30% of peak downstream traffic is Netflix
A Apple is still making really cool stuff
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FUTUREIRENDS

1 So, Where Are We-Heading?

The only thing we know about the
future is that it will be different.

PeterDrucker

Management Guru
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BILLHAD IT RGH

Can'You Say Ov&heTop

G ¢ St S ghbwisiavll \Continue to be broadcast as they are today for
synchronousonsumption After they air, theseshowsg aswell asthousands
of moviesand virtually all other kinds of video ¢ will be availablewhenever
youwantto viewthem.¢ Usean HDT\setto viewphotosplay

NIETIELI N GoogleTV [

Interner a localnetwork
A joint ventureof NBCUniversalfFox
Entertainmerend ABC(Walt Disney)
withfundingby Providencé&quity

2G Launched Sept. 2010

K

Started in 2007

Publiclytraded (NasdagNFLX had 17m

subsat the end of 3Q10 (up 2m during Jointly developed by Google, Intel,
the quarter)and generated$1.6b of 3Q Sonyand Logitech
revenuesStockcurrenthytrading at P/E of .

64.3x Announced in May 2010

Started in 1997
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BILLHAD IT RGH

1 Storm Clouds On The Horizon

G a 2 @ elévisianprograms,and all sorts of other digital information will be
stored on W& S NMI8cNBre cdmputerswith capaciousdisks Serverswill
provide information for use anywhereon the network. If you askto seea
particularmovie,checkafact, or retrieve your electronicmail, your requestwill
be routed by switchesto the serveror serversstoring that information. You
g 2 V' Kdaw whether the material that arrives at your houseis stored on a
serverdown the road or on the other sideof the country,nor will it matter.€

Google Apps ———— =
 ata amazon _
Microsoft

> \—
accenture 1Zon

www.jsitel.com
www.jsicapital.com

Jsi

@#&rdnﬁs

INCORPORATED

ADVISORS



BILLHAD IT RGH

1 Living! Life O1hine

a lother peopleare visitingthe samef[location], you will be ableto chooseto
seethem and interactwith them or not, asyou please Yourvisitsy S S Pbg Q
solitary experiences Some locations will be used purely for cyberspace

socializationin othersno one will be visible Somewill force youto appearto
some degree as you are; others g 2 y Qrihe way you look to others will
dependon your choicesandthe rulesof the particularlocationé

s NING  Bwikker

foursquare myspace,

@#&rdnﬁs
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BILLHAD IT RGH

The Digital Wallet

0 Y o bedbld to keep all theseand morein anotherinformationappliancewe call the
wallet PC It will be aboutthe samesizeas a wallet, whichmeansy o ubé dble to carry
it in your pocketor purse It will display messageand scheduleand alsolet you read
and sendelectronicmail and faxes, monitorweather and stockreports,and play both
simple and sophisticatedgames At a meeting you might take notes, checkyour
appointmentshrowseinformationif you are bored, or chooserom amongthousandsf
easy-to-callup photosof yourkidse ..Ratherthanholdingpaper currencythe newwallet
will storeunforgeabledigital moneyd

verizon
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THEC [ ../ neTShMUcH

Little In The Way Of Consumer Benefits

It is evidentthat the TelecommunicatiofAst of 1996 hasfailed to producethe consumerbenefits
policy makerspromisedbecausecompetitionhas failed to take hold acrossthe communications
industry The Act'sfailure is not because as somehave suggestedthe Federal Communications
Commissionvas overly regulatory in seekingto create conditionsripe for competition The
fundamentalproblem is that the huge companieghat dominatethe telephoneand cable TV
industrieprefer mergersand acquisitionso competitionTheyhaverefusedto opentheir markets
by dragging their feet in allowingcompetitorgo interconnectefusingto negotiatein good faith,
litigating every nook and crannyof the law, and avoiding headto-head competitionlike the

plague
Consumers Union
Lessons From 1996 Telecommunications Act:
Deregulation Before Meaningful Competition Spells Consumer Disaster
JS’ . www.jsitel.com
VL) Stavrvlakis Sicani
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THEC L./ NETSDMUcH

RegulationMotivated Competition Underwhelming

a Lgg¢neral,while the universalservicesectionsof the Act remain under threat,
they havebeenthe most successfuprovisionsof the Telecommunication#ct The
provisionsto encouragecompetition have failed. PresidentClinton's promise of
protection againstmonopoliesin promotion of diversitywould be laughableif the
consequencewere not sotragicallyopposite€

Mark Lloyd

The Leadership Conference:
Successes and Failures of the 1996 Telecommunications Act
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FUTURETRENDS
So Who-are You-Betting On?

cool GUYs
The-RichNerds The Reqgulators

Only one man in a thousand is a leader of mehe other
999 follow women

JSiI
. Groucho Marx
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1 How CaAN THEINDUSTRRESPONB
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